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Dear Frank, , 77‘9 g }é/g

Thanks so much for your note and enclosed
points on Gorshkov's book. For the most part,
my staff agrees with your reading of the book."

They are, however, somewhat skeptical of
the characterization of Sea Power of the State
as a "charter" for the Soviet navy. They tend
to view Soviet military writers--even senior
ones such as Gorshkov--primarily as historical
interpreters and advocates, and not necessarily
as authorities laying out firm blueprints for
the future. Nonetheless, as you implied, much
of what we see of the Soviet navy today has been

foreshadowed somewhere in Gorshkov's writings.

Thank you again, and best of Tuck in your
project.

Yourss

STANSFIELD TURNER

: Mr. Frank E. McKenzie
AT . R ‘;-

L TR AT
}
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Admiral S. G. Gorshkov, Sea Power of the State; Selected
Points and Comments. ~ T ‘ .

General. This is, by a wide margin, the best formulation
yet of Gorshkov's philosophy of sea power. He draws on
history for many principles and examines how modern -
technology has reshaped them for the present and is
likely to do so for the future. For the most part his
ideas are in accord with those of Western analysts but
some of the most interesting are not. Most of all,

Sea Power of the State is a thorough, objective, even
brilliant charter Tor the current and future Soviet
Navy. The points that follow were selected because
they seem noteworthy for one reason or ancther; they
do not convey the broad sweep of Gorshkov's work .

Nuclear War. Gorshkov, like other Soviet strategists,
writes more matter—of-factly about nuclear war than

most Westerners but he believes that a "balanced"

Navy must be able to carry out its missions in both
conventional and nuclear war. He argues that naval
forces, because of their mobility, are better able-

to function in nuclear war than other forces. In a
passage on surface ships he notes that they are surrounded
by an unlimited amount of uncontaminated material and

are thus able to survive.

Support of submarines. In Gorshkov's view, submarines
must be supported by other forces so that they can
carry out their missions. This is a recurrent theme
and he blames several failures in history, including
that of the German submarine force in World War II,
on neglect of this principle. 1In the German case

the support would have been chiefly by air, but in
appropriate circumstances surface ships would provide
the necessary support. By support he means primarily
anti-ASW-force operations and also reconnaissance.
Gorshkov's ideas on support of submarines of course
differ sharply from the traditional Western concept.

Submarines and aircraft the main naval arm. Submarines
and aircraft are repeatedly referred to as the main
naval forces, at least for strike. He nevertheless
goes to considerable pains to point out why surface
ships are essential.
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Surface Ships as Centers for Command, Control and
Communications. Gorshkov's emphasis on the value of
surface ships as centers for C2 is striking, particularly
his highlighting this function in the "prewar situation”.
This must certainly be a product not only of the Soviet.
doctrine of centralized control but, in case of war,

of their determigation to be ready--in part by means

of good prewar C°--to strike first, to strike massively
and to achieve tactical surprise.

Speed and Time. The development of . . . increasingly
more mobile platforms and long range, high speed weapons
systems . . ." is making speed ". . . an indispensable

characteristic of any operation, battle and strike."
according to Gorshkov. Actions will be shorter and
attacks more effective. Speed helps make the attack
overwhelming and irresistable. Pursuing a closely
related theme, he believes that less time will be -
available in the future to carry out missions, that
enemy groupings will have to be destroyed quickly
before they can employ their own weapons. -

Fleet—Asainst-Fleet Operations. In Gorshkov's view,
Those fall into two categories. First is the pure

‘fleet action, not directly tied to the simultaneous
accomplishment of other missions. The last major example
was Jutland and such actions have become "impractical®.
The second type is the sea control battle associated
with "operations against the shore" and support of

SLOCs. This category is growing in significance.

Naval Operations Against the Shore. Gorshkov notes

That this 1s nothing new and cltes the 5th century

B. C. landing of the Persians in the rear of the

Greek Army and also the Roman landing operations

during the Punic Wars. 1In addition to amphibious .
landings he considers shore bombardment, carrier strikes
and, of course, nuclear missile strikes to be effective
operations against the shore. He believes that operations
against the shore have assumed dominant importance

in naval warfare.
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Navies in Peace. The subtlety of Gorshkov's views
are apparent in the following quote:

"Policy, as V. I. Lenin taught, is a concentrated
expression of the economy, whose condition
primarily determines the strength of such an
important instrument of policy as the armed forces
of the state. The economic might of a given
country is expressed precisely in the condition

of its armed forces.

"The Navy can be a graphic affirmation of this
and an arbitrary indication of the level of the
country's economy.

“F., Engels wrote: 'A modern naval ship is not
only the product of major industry, but is at

the same time an example of it . . . A country
with the most highly developed major industry
enjoys almost a monopoly on the construction of
such ships . . . A political force at sea backed
by modern naval ships is not a 'direct' force

at all, but on the contrary it manifests economic
power . . . ' "
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Washington. D.C. 20505

Dear Frank,

Thank you most sincerely for your letter of
congratulations on my new appointment. I very
much appreciate your thoughtful words and the
spirit of friendship which prompted them.

I really appreciated the kind words on the
Foreign Affairs piece. I hope that it will lend
perspective to some knotty problems even though
I may not directly influence their resolution.
Your reading of Gorshkov's Sea Power of the State
interests me, please let me know of your results.

Again, many thanks and all the best.
Your,

/8/ Stansfield Turner

STANSFIELD TURNER
Admiral, U.S. Navy

Mr. Frank McKenzie

AT
Distribution: , S e
Orig - Adse. s
1 - ER
AT ES (12 Apr 77)
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March 29, 1977

Dear Stan,

Congratulations on your new apvointment. The President
couldn't have masde a better choice.

T was on the point of writing you over two months ago
to tell you that your piece in Foreign Affairs seems Lo ne
not merely the best article eveT to appear on this subject
but the only really complete one.

In connection with some work I'm doins for FPresearch
I've been reading Gorshkov including his latest, Sea rower
of the State. A few flaws perhaps, but a formidable personality.
It strikes me that we in the U. S. Navy nesd a Gorshkov--
a combination philosopher and l=zader who can define a rational
course and then get things moving., I hope that the fact
that you haven't hung up the blue suit means that you will
be back.

Sincerely, ' 

/\% OA /
Frdég%gggenzie

TAT

-

~
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MEMORANDUM FOR: "The Director

Per our discussion attached is the

rewrite of tpé letter to Walter J. Levy. .

Sayre Stevens

DDI
Date
ER 101 Birions
Distribution:
Original - Addressee
1 - DCI
1l - DDCI
1 - ER
1 - Public Affairs
1 - DDI
1 - OD/ER
1 - /1
OD/OER/ (25 May '77)
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The Director

Central Intelligence Agency
. Exzeoutive Hegisiry -
T Tz [
: /
Washirgton, D.C. 20505 ; ﬁ/@@,/@zgjfﬁa J
5’2?“*7772

1 June 1977

Mr. Walter J. Levy
30 Rockefeller Plaza
New York, New York 10020

Dear Walter,

Thanks for your response to my letter and the copy of
your statement on US Energy Policy in a World Context. I
found the argument most compelTing. Although my 0il1 and
financial analysts might quibble on a number or two, we
appear to be in close agreement on the nature and magnitude
of the energy problems that the world will face in coming

. decades.
- —l want to thank you for accepting my invitation, extended
by to join me in a small Tuncheon group on
8'June at noon. I expect to limit the outside participation

to four or five people of considerable reputation in the energy

field.

Looking forward to seeing you then.

~Yours,

S

N’\//, 7 '
' d,‘_,\g,.—««_..// /\\\

"+ STANSFIELD TURNER

Approved For Release 2004/03/15 : CIA-RDP80M00165A002400030006-0




STAT Approved For Release 2004/03/15 : CIA-RDP80M00165A002400030006-0

Approved For Release 2004/03/15 : CIA-RDP80M00165A002400030006-0



AT

The Director -
Approved Fo’elease 2oog%ngté,f§;“,§€@,fgpoM00‘002400@3&ﬁﬂ6-3
L22-#241 /

A{,

1

X

Washington. D. C. 20505

-

Mr. Walter J. Levy/;
30 Rockefeller Plaza
New York, New York 10020

Dear Mr. Levy:

I read with great interest the Atatement on us
Energy Policy in & World Context, which you were
kind enough to send me. 1 found the argument most
compelling. .Although my o0il and £inancial analysts
might quibble on a number or tw f we appear to be
in close agreement on the nature and magnitude of
the energy problems that the world will face in
coming decades.

I want to thank r accepting my invitation,
extended by to join me in a small
luncheon group on 8 Jun¢ at noon. I expect to limit
the outside participatyon to four or at the most five
people of considerablg reputation in the enerqgy field.

Yours,

STANSFIELD TURNER
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The Director of Central intelligence - f(\

Washington, D. €. 20505 { }5
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Mr. Walter J. Levy : //
30 Rockefeller Plaza 7
New York, New York 10020 J

Dear Mr. Levy: 3

I read with great interest the statement on US
Energy Policy in a World Context, which you were
kind enough to send me. I found the argument most
compelling. Although my oil and financial analysts
might quibble on a number or twgﬁ we appear to be
in close agreement on the nature and magnitude of
the energy problems that the Vérld will face in
coming decades. i

4

As I mentioned in my ggrlier letter, I believe
that discussions between you and some of my analysts
would be mutually beneficial. One of my staff will

be in touch to arrange such a discussion when you are
in Washington. .

/ ,7
4 : Yours sincerely,

/ _ STANFIELD TURNER
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Attached is a letter in-response

to Walter J. Levy's letter of 5 May 1977.

Sayre Stevens
DDI

““““ FORM USE PREVIOUS s T e
5.75 101 EDITIONS

Distribution:
Original -~ Addressee
- DCI
- DDCI
ExR
- DDI
- OD/ER
- D/1

B b et s
]

AT OER/D/1 (19 May 77)
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. WALTER J. LEVY
-t i ’ 30 ROCKEFELLER PLAZA
) ' NEW YORK, N. Y. 10020
ABLE ADDRESS . TELEPHONE
‘WALTLEVY" : JUDSON 6-5263

May 5, 1977

Admiral Stansfield Turner, U.S. Navy
Director of Central Intelligence
. Central Intelligence Agency
- 'Washington, D.C. 20505

Dear Admiral Turner:

I very much appreciate your letter of April 28, and want to thank you very
» much for sending me the two reports on international energy and Soviet oil,
- .recently released by the CIA.

I read them with a great deal of interest, especially the one dealing with the
international energy situation because we have, as you know, been doing re-
lated work for a number of years. I have some comments which I would be
very happy indeed to discuss with you or your staff at a mutually convenient
time. I am also enclosing a copy of a statement that I presented before the
Council on Foreign Relations on April 1, and shortly thereafter used as a
basis for a presentation at the Time Inc. Energy Conference in Williamsburg,
~ dealing in part with the same subject matter.

- With regard to the CIA study on Soviet oil production, I unfortunately do not
have sufficient factual and geological background to be able to evaluate the
validity of its conclusions. Accordingly, I do not believe that I could make
a relevant, critical contribution.

I am very much looking forward to hearmg from you as to when you might
wish me to come to Washington.

- With best regards,

Sincerely yours,

Walter J. Levy

.

 WIL:iw .
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I, Introduction

1, 7 In about three weeks time, the President will announce the
outline for a >new U.S. energy policy, dealing with all aspects of our

current and future energy supply and demand position,

11, The Energy Setting for the Next Ten to Fifteen Years

_2. : In establishing its policy o;1r Government must undoubtégi; mtake
into account tha‘l.t-th'ere can be no ”Enei-gy Fortress America." Any U.S. energy -
p-olicy can only be viable within our givén political, economic, financiai and |
strategic framework if it is coordinated With the vital interests and actions of

the other member nations of the nonfCommunist world. Iwill, in short order,
develop the a:l;guments in support of this intimate interdependence. But let me

perhaps first set the scene by giving you as succinctly as possible the world

energy picture as it would now appear to evolve during the next ten to fifteen

years. The statistics are drawn from the recent excellent report on the "World

Energy Outlook" by the Organization for Economic Cooperation and Development.

A. The Prospects for Oil

3. ' We will cohcentrate our comments on the oil sector, as oil will

remain the major basis of energy sﬁpply for the non-Communist world -- _

ey

Statement by Walter J. Le ‘

: - 80M00165A002400030006-0
Time Inc. ErP&%?"&%ﬁ?ér%eKaée %‘gﬁﬁlio;lggbucxlé,m:\)fz.
April 1977 '
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producmg developmg countries?
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) certamly dunng the medium-term -- and as the maJor international policy

issues w111 arise in connechon with the avalla.bﬂlty and payments for oil,

; Accordingly, I am addressing myself to two questions:

_First, is there going to be enough oil available to cover the

essentlal needs through the 1980's and beyond the early Nineties; and

Second what W:Lll be the cost of the 011 and what are the balance

of pa.yrnent 1mp11cat10ns for many of the developed and most of the non-oil-

;
i

4.7 - - - If-current policies governing supply expansion and conser-

~ vation are continued, the oil import demand of OECD countries by 1985 would

amount to 35 million barrels daily (as compared with 25 million barrels in
1974) and for oil-importing developing countries to some 4 million barrels per

dajr, or about the same as in 1974, The combined total for the non- Commun1st

world would thus reach 39 million barrels daily. By 1990 this total would

have increased to 45 billion barrels. About 90 per cent of the unports will

originate in OPEC countries.

5. ) O.n the basis of optimistic as sumpfions for maximum conser-
vation and a maseive effort of developing all sources of energ‘y, to.tal oil im-
ports in 1985 ;nould still be 29 rhillion barrels daily anol 25 million barrels

in ‘1990—.. As the underlying ‘assumptions for arll'iving‘ at these estimates have

been set forth in the OECD Report, I will not repeat them here.

.
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6. ~ To achieve the supply expansion and the demand reduction
irnpiied in the optimistic OECD case would pose a most difficult task. With-
out burdenmg this presentatmn with further statistical details, let me just |
mention that it would presuppose an almost nine-fold mcrease in atorrﬁc

~ energy production between 1974 and 1985 -~ which in terms of oi]. Would be the
equivalent of about nine.a.n'd a half millioﬁ barfeis deil - ',‘ aﬁ over 40 per‘.
cent rise in woﬂd coal output -~ Sufﬁcient.tor repia.ce by 1985 the eqei;raleﬁt
of over six million barrels per de.y of o0il -~ and an advance 1n U.S. oil pro-
duction that would presuppose an annual discovery fate of over four billion :
Barrels per year, or some 50 per eent above any previoizsly~ _éuStained level of

discovery.

7. ’ Accordinglg;, we will base our analysis _0n> an intermedia.te
case reflecting more or levss the arithmetic average between the't\ﬁo cases;
implying an oil import level of about. 34 million barrels daily in 1985 and 35 -
m1111on barrels per day by 1990. 'We sho&ld stx;ess that even-t}:‘xese figuresr still

reflect a very optimistic assessment indeed of our future oil 1mport dependence

B. The Future Cost of Oil Imports

8. The cost of OECD oil imports in 1985 -- with an inflation
factor of seven and one-half per‘ cent per annum -~ would reach in then
current dollars some 233 billion dollars and for dil—imporﬁng develo‘ping

countries another 33 b11110n dollars, making for a combmed tota.l of nearly‘ '

270 billion dollars. For 1990, the correspondlng oil 1mport b111 would :

amodRPreves &ior Relpasa ReA4/03M5 1 EIA- RDP80M00165A002400030006 o
Z3.
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III. Major~Issues Implied in the Oil Supply Picture

9. Lét me now review some of the policy implications that
‘are posed by the forecast just given. There is first and foremost a real
question whether enough oil can be produced for the periqd .beginning around e

the early Nineties,

A. Physical Limitations on Future Oil Production |

10. Let us assume a future average discovery rate of some
15 billion barrels of new oil a year, a figure that is somewhat higher than
previous experience suggests. Given this optimistic assumption, the ratio

of the world's current oil production to proven reserves would decline from :

-

some 33 years as of now to about 20 years by 1990 -~ with the ratio for OPEC
countries declining from 40 years to 27 years. Less than one-half of 1990
production would be obtained from new discoveries, the balance would come

from reserves known today.

11. Three major conclusion; emerge. First: Tow.a;dAs the
beginning of the Niﬁeties, even ignoring any restrictions oﬂ.-prociu(;ing '
countries may impose on their level of output for polit;u:al or economic
reasons, we may in fact be approaching a time when physical limita’.tions-‘
will impinge on maintaining, and even more so, on increaks'u.'xg- wborld oil

production. This applies to most oil-producing nafions, except pefhaps

Approved For Release 2004/03/15 : CIA-RDP80M00165A002400030006-0 . .. - -
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o | Saudi Arabia and a few Sheikdoms where almost half of ;che world"s known
oil réserves are l§cated, | Because of the 10ng lead time from exploration
to development, the supply availabilities through'much- of _the Eighties are
already largely determined; the only major opportuﬁity for obtaining mas‘;-'
sive new supplies depends on continued free access toj_k;zown .Middle- East -_
reserves.
Second: We may soon be cénfronte& by a seve;e'competi- . :
tion améng the oil-importing cbountries for access tq oil sup.pliesfh‘atﬂ_ma'tyv" o
translate itself into pélicy and strategic as well. as‘ economic ’confli;:ts.
And third: When oil reserves begin to tfend déwnward,l:'
towards a level where cufrent production could no longér b'e:sust-a.i_ned, cﬁ}.'
prices would not only respbnd to inflationa;'y factors, but the x;ea;i éfice: of

oil'would also rise and may sooner or later skyrocket.

12, As the national energy demand, the local energy supply
and thus the oil import reciuirements of all the members of the non-Commu-~
nist world are interdependent, the United States, as the single largest

energy user and oil importer, plays a particularly s~ignificant‘role. .

13. What the United States can achieve in the field of conserv'a.-“ ’
tion is of worldwi.de relevance, not only because it would affect U.S. oil
imports,' but also because it could provide the technology and would set a

patternfor progress in conservation elsewhere. The same observations hold

Approved For Release 2004/03/15 : C|A-§DP80M00165A0024ooo30006-0";..- L




Approved For R.se 2004/03/15 : CIA-RDP80M001651'240003'0006-0 o

b

true for U.S. research and development efforts in the field of energy

supplies from all sources.

14, ' A‘ coordinated energy research and development program
including all the resources of the non- Communisit world is absoluteiy essential.
A future energy crisis can -- if at all -- oniy be a_w}oided ér fﬁitigatecl- if such - |
a maximum program is carried out, and 1f we are lucky and sicillfﬁl :enoggh
to discover in time very large névQ 'hydrocarbon resvources,\ or a?e able to

accomplish dramatic technological breakthroughs for new sources of energy. - »"

15. | >In this connection, it should ‘be stressed that a substantiél
expansion of atomic energ‘)} would appear to be absolutel}.r essential 'foi" most
of the QECD countries, which, unlike the U.S. , do not possess large oil or '
coal reserves. A U.S. policy of going slow bgcause of the still unresolved
dangers of atomic proliferation anﬂd waste disposal would',v if followed by other
OECD countries, lead to an energy crunch which might otherwise ﬁé.ve been |

| avoided or at least postponed; And peedles_s_ to ;ay, that if the non_-U..;S. OECD
countries should proceed with their atomic developme.n"é"‘pxr'o-gfa&s;,: a.sI Beliew;-e
they will and probably must, we would still bé exposed to- the dange.rbs of pro-; ‘
liferation and waste disposal, because the atoﬁic threat I%novx}s no boundaries.
Any U.S. policy of ''atomic abstention' would not only tend to feduce or\d‘elaky.;
the chances of coping with atomic dangers, but woul& also ;.ffect our interna-

st T

tional influence and standing in this field.
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B. Political and Economic Limitations on Future
0Oil Production

16. Loné before limitations on the physiéal avéﬂ%bility 6f oil

would occur, producing countries mlght impose pohtlca.lly or economu:ally )
motivated restrictions on the level of their .oil produc’cmn a.nd e};ports. Hefe,
too, the United States, as the leading p(;wer of the non-/Connnﬁnist World, is

best placed to assure the unimpeded flow of oil in the world's trade.

17. It is the United States that has the capability to ;;rovide
protection for the major oil-producing areas agﬁinst ext_er-nal aé well as ;
internal threats; and the relevant producing countries knoﬁ thls fﬁll well,
whether they strive openly for a so-called special relatiénsflip with the

United States or take it tacitly for granted. Likewise, .only the United States
has the power potential tb secure the availability of OPEC oili for worlci
markets in case internal, regional; or. other exterhal forces threaten to

interdict its free flow.

18. Also, oil exploration, 'prodﬁction aﬁd exp;xfts _re.lyu in _
most of the major producing countfies on the technicai, man-a‘geria‘.l and
marketing competehce of American oil companies; an& ovefall»economic
development is substantially dependent on a major input from &e U.S.

industrial and technical complex.

-7-
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19. - *The United States thus possesses an indispensable -~ but not
necéssarﬂy always effective - position of special inﬂuence and bal;gai:;xing
leverage. If the issue of restricting oil exp_bri.:s' for politicai or economic
reasoﬁs should ever become a threat to thé welfaré of oil-importing coun(;ries,
the extraordinary position of Saudi Arabia in terms of the richnes§ of its. oil‘
reserves and the abundance of its f'man'ciabl strength is - foxﬂ"‘b'ette_-r-ior wWorse --
of particular felevan.ce. _ The i)eculiar and somewhat tenﬁous _p.attern .of Saudi
society and nationhood, with its fragile foundation for pubhc institutions, in-~
frastructure, and other usual attribﬁtes of gationgl bowér, prVOVides“ special

opportunities as well as dangers for establishing influence. This is equally

relevant in convincing the Saudis that in the interest of a stable world, pro-

ducing countries must adopt a responsible policy in their decisions on oil pricing.

20. This presupposes a willingness of the importing countries to _
provide sufficient inducements to producin;g countries to maintain prodﬁction
levels beyond their own economic and financial needs. This could, among - _
others, also involx}e complex arrangements for the protection of.OPEC's sur-.-_ )
plus financial reserves a.ga.inst erosion through inﬂation and also other kinds

of understandings that would join the interests of the producing countries to
those of the importing nations. For instance, we may have to offer inducements
to the Saudis by providing for some compensation for the futuAre increase duriﬁg
an agreed upon numbér of years in the real value of their oil production -- to

the extent that it would exceed their current financial needs.

21, ' The creation of the International Energy Agency (IEA) --
through the initiative of the U.S. -- has eased considerably any threat of a
future oil embargo by providing for the accumulation of strategic reserves
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the IEA also éstablishes the institutional framework for a broadly-based
coéperatidn on all major energy problems among importirig countries and
for the reasonable resolution of issues that may arise between importing

and producing countries.

22. | Nevertheless, there remains still more than a nagging
doubt whether the non-Communist world will be able to cover its future
energy needs if all our intermediate efforts do not lead in time to major‘ o

increases of energy supplies from known or yet unknown sources of energy.

IV. The Financial Dimensions of World Oil Imports

23... Let us now turn to the complex problems arising fronﬁ the
balance of payment burden that importing“countries must_incur for their oil
purchases. vAs mentioned previAo‘usly, the costlof ;il imports of fhe noﬁ-

- Communist wérld Would reach in c;ﬁr_fentvéolla.rs some $270 billion in 1985 .

and $400 billionby 1990.

24, For the foreseeablé future, the non-—oil-prodgcing less-
developed countries and a.ls.o a nun;xber of the financially Weaker deveioped
countries face foreboding problems in covering their currenﬁ account deficit#. g
Only thpse few amoﬁg the oil-importing countries that are fina_ncialiy stz;'ong'
or industrially advanced would be able to Benefit direct;ly from the cieposits

of financial surpluses by OPEC couptries, thei;' investmentsA, or their imporrts
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of.goods and services. Most of the others must rely for an improvement
of their foreign exchange position on sustained economic progress or on

financial credits and gré,nts they might receive from financially strong

countries or international institutions. o R -

25, Much has been said ebout the past"succes's? of recycling, -
implying that if is a problem that would fade away in.due ceurse. | In.t-'act,
each passing year during which we have somehow ;naﬁaged fo cope makes
the next one more difficult, as increasing ?lebt levels in many _cou-xxtries. |
are approaching the limits of their creditworthiness. B.écause of fhe
apparent suceess of recycling during the iast three yea.rs; the awareness

of this threat to the world'e finéncial system has been dimmed; but '.—; igreat :

deéi of attention is now again being given to it.

26. , Let me refer to a recent Warning b} Ax;thur Burns, which
he expressed befor.e the Joint Economic Committee of Con'gre-.ss., where he ‘-
stated that he had ""communicated in strident tones” to leadihd beekere his -
concern about the risks of repayment of the $50 b1111.on of loans that had been‘i

made by American banks to develop1ng countries that are not oil producers.

27. Likewise, at a recent OECD meeting in Paris, the Chair-
man of the OECD Economic Policy Committee expressed a nagging worry

about the accumulatihg current account deficits. He asserted that "aséumi.ng |
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“r

only moderate future oil price increases, the cumulative current account
deficit of OECD countries between 1975-1980 could be estimated at $110.

billion, and that of the non-o0il poor countries at $160 billion.'

28, : | | Finally, Alan Greenspan, the‘ fof;'nef Chairrﬁaﬁ bf Pz;esi-
dent Fbrd's Council of Economic Advisors, stated, la;.st r'nonthrl-)éfore thé
Conference Board that at present world pricé relatiénships, the non-OPEC |
countrié$ must, as a group, borrow at least $40 ‘billion each year, cumulati\-}el;‘
year after year, with no way of shunting the é.umula.tive debt §n somebody
else.... He concluded that '"curnulating year after y.ear,> $4O billion defiéits ;
will eventually create such a huge debt struc'ture. that most Wéstérn indusf:riiéi
nations, and ultimately the U, S. itself, will find it difficult to me>et the infere’st

and amortization charges on the loans.... Realistically, either the real price

of 0il must come down or world oil use inust fall dramatically. " o

29, " There is noA easy w.ay out of this AHemmé. It would be
self-defeatmg to try to cover the balance of payment def1c1ts by solutlons '
that would lead fo an aver-expansion of world 1iquidity and wpgld.result in
continuous and potentially rampant inflation -~ évén though the debtor nations -
could then repéy their existing obligations with a fractién of the real valu.e>

of the amounts originally received. Nevertheless, th‘e tempté.tibn f01; at

least some countries to mitigate their debt burden or to avoid default by
passively accepting or even welcoming inflationary fofces could i.)rove to be

dangerously attractive.
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. At the same time, however, oil prices would tend to rise

S

- with inflation; and the h1gher the rate of inflation, the greater the pressure
on producing countries to restrict oil production rather than to accurnula.te
financial reserves tha.t might lose purchasing p'ower through inflation. _‘And-

with lower productmn, oil pnces would 1ncrease even faster -- thus tr1ggerm

a downwa.rd slide of our ecouomy at an ever mcreasmg speed

31. - It is thus essent1a.1 tha.t the ex1stmcr mst1tut1ons such as the
World Bank, the Internatlonal Development Assoc1a.t10n, and the Interna.tlonal

} Moneta.ry Fund handle, where appropriate, the refmancmg and new credlt re-

quirements of a 1arge nmnber of countnes, This effort must be spea;rheaded

and supplemented by agreements between the strond OECD and OPEC countrle

“to supply the funds that are needed for the solutz.on of the flnanc:.a.l problems. _

V‘fha.t is requn;ed. in many 1nstanees is a resctledttlmg of existing obligetiens,
an abatement of interest tates R new soft loans and grants. In: short, wtx‘at we
are really talki_ng apout are intereationai .arr.angements' for e. sustaineé rea.l
transfer of wealth frem the prosperous’ te the poo.rer countries);eith itsin- .

evitable effect on the standard of living in the richer chountries. Financing can

thus no longer be limited to take place largely outside national budgeta.ry-:proces
ses, with all the political problems that such a ehange of financing

g would involve

V. What About the Future?

32. In looking now to our energy future, we face 1ndeed most
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the danger of declining energy supplies that.wou]..d oBstruct progzies.é toward “ ,- '
an expanding and prosperous world economy; on the oﬂ1ér hand; iﬁéreasiﬁg

oil import costs might_ exceed the financ;iai capébilify .and the fdreign e);char;ge
resources of many oil-importing countriesv. - B‘ut 6niy broa;d]b.y'b.a.-sfed eéonor;ii’c.-
progress would at least mitigate the Balance of payméni: i;r-oblém.s;' tha.t oﬂ.

imports would pose for many of them.

33. } It would be foolish to deny that the future is clouded that c,hé
task we have to undertake is very difficult, and the prospects for success a.t- |
best uncertain. It is indeed not pleasant to arrivé at so pessimistic a proénosi
But it would be Wrong to 1nterpret what we have sa.ld asv an apéral.sal ;f the
future that is 1mmutable and inevitable. Yet only by -frankly assessing the 2 -
fut{J:'x'e problems that may confront us, and taking t:'_rr-lely-and decis(_li've ac‘tioﬁs‘,’

do we provide ourselves with the opportunity to reverse the course of events -

and invalidate our earlier prognosis.

34. ’ And with the immense stakes at issﬁe, ;Afai.ln.u.re is not alr.i:- :
acceptable option. It i's thus incumbent upon us to ma.rshai é.ll a.v-allable
forces of human inv‘entiveness and to accept the necéssary econo4r'ni-.c sa.c‘ri-.-“.j.-_'.
fices so that a shortage of energy will not ext1nguzsh the 11éht ﬁt the end of

the tunnel.
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